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SUBJECT: LIBYAN MOVES TO MAKE ITS OIL MORE COMPETITIVE 
WITH GULF 

1. SUMMARY: LIBYA HAS CONSIDERABLY REDUCED BUY-BACK 
PRICE FOR ITS GOVERNMENT OWNED CRUDE, BUT RAISED ITS 
TAX RATE FROM 60 TO 65 PERCENT EOR COMPANIES. TAKEN 
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OF PRODUCING CRUDE IN LIBYA, ONE EFFECT OF MOVES IS TO 
REDUCE DIFFERENTIAL BETWEEN PRICE PAID BY COMPANIES 
OPERATING IN LIBYA AND OUTSIDERS BUYING GOVERNMENT 
OIL. FROM CONSUMER'S POINT OF VIEW CHANGES IN PRICE 
STRUCTURE TEND TO CANCEL EACH OTHER OUT, AND THERE 
SHOULD BE NO SIGNIFICANT CHANGE IN PRICE OF LIBYAN 
OIL TO CUSTOMERS IN EUROPE AND U.S. LIBYAN INTENTION 
SEEMS TO BE TO MAKE LIBYAN CRUDE MORE COMPETITIVE 
VIS-A-VIS THE GULF. END SUMMARY. 

2. LIBYA REDUCING PRICE OF ITS GOVERNMENT OIL AND 
SIMULTANEOUSLY INCREASING ITS TAX RATE FOR 1975 
PRICING STRUCTURE, ACCORDING TO INDUSTRY SOURCES 
HERE. MARGIN BETWEEN ITS GOVERNMENT OIL AND NET 
ACQUISITION COST TO OPERATING COMPANIES HAS BEEN REDUCED 
TO 14 CENTS PER BARRET.. OILMEN HERE CONSIDER THIS 
MARGIN UNCOMFORTABLY CLOSE TO THE LOSS LINE AND SAY 
THAT FURTHER PRODUCTION CUTS WITH FIXED COSTS RE- 
MAINING CONSTANT COULD PUSH THEM OVER LOSS LINE. 

3. PRODUCTION CUTS TO DATE HAVE ALREADY INCREASED 
UNIT COSTS GREATLY OVER PAST QUARTER-FROM ESTIMATED 
47 CENTS PER BARREL TO ESTIMATED 80 CENTS AND HAVE 
HELPED REDUCE MARGIN BETWEEN NET ACQUISITION COST 
PAID BY OPERATING COMPANIES AND PRICES AVAILABLE 

TO THE INDEPENDENT BUYER. 

4. THE FOLLOWING TABLE COMPARES PRICE ARRANGEMENTS 
FOR THE FINAL QUARTER OF 1974 WITH THE NEW STRUCTURE 
WHICH HAS BEEN PUT INTO EFFECT: 

FINAL QUARTER 1974 1975 

POST PRICE 15.678 15.678 

MINUS ROYALTY (16.67 2.614 2.614 

PERCENT POSTED PRICE) 

MINUS PRODUCTION COST .470 (A) .800 (B) 


TAXABLE INCOME 12.594 12.264 

TIMES TAX RATE 60 PERCENT 65 PERCENT 
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INCOME TAX 7.556 7.972 

ROYALTY 2.614 2.614 

SUPPLEMENTAL .181 .181 


GOVT TAKE 10.351 10.767 

PLUS PRODUCTION 

COST .470 .800 
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COMPANY COST 

OF EQUITY OIL 10.821 11.567 

NET ACQUISITION PRICE THUS BECOMES: 

BUY-BACK 12.50 11.86 

AT 51 PERCENT 6.375 6.049 

EQUITY 10.82 11.57 

AT 49 PERCENT 5.30 5.67 


ACQUISITION COST 11.68 11.72 

PRICE DIEFERENTIAL BETWEEN NET ACQUISITION COST TO 
OPERATING COMPANIES AND COST OE BUY-BACK OIL: 
BUY-BACK 12.50 11.86 

ACQUISITION COST 11.68 11.72 


DIEFERENTIAL .82 .14 

(A) ACTUAL PRODUCTION COST ESTIMATES ON I OCTOBER 1974. 

(B) ACTUAL PRODUCTION COST ESTIMATES ON 1 lANUARY 1975. 

4. WITH MARGINS SO THIN QUESTION ARISES WHETHER 
OPERATING COMPANIES WILL CONTINUE TO PRODUCE AND 
BUY CRUDE OIL IN LIBYA. WE BELIEVE THEY WILL 
BECAUSE OEE-SHORE (OUTSIDE LIBYA) EACTORS, CHIEFLY 
USG DEPLETION ALLOWANCES AND TAX CREDITS, CONTINUE 
TO MAKE COST-PLUS-TAX ARRANGEMENT CONSIDERABLY MORE 
EAVORABLY THAN THAT AVAILABLE TO INDEPENDENT CRUDE BUYERS. 

5. BY OUR CALCULATIONS, NET EFEECT OE THESE CHANGES 
ON PRICE TO CONSUMERS IN EUROPE AND U.S. WILL BE 
NEGLIGIBLE. INTENTION SEEMS TO BE TO IMPROVE 
COMPETITIVE POSITION OP LIBYAN CRUDE, WHICH HAS 
BEEN UNDERSOLD BY GULF PRODUCERS. WE DO NOT HAVE 
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ENOUGH 

DATA AT HAND TO SAY WHETHER IT WILL HAVE 
THIS EPPECT IN PRACTICE. 

STEIN 
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